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CIMA F3 Financial Strategy Sample Questions (Q316-Q321):

NEW QUESTION # 316

An unlisted company has the following data:

A listed company in the same industry has a P/E of 11.

The value of the unlisted company based on the P/E of this listed company is:

Give your answer to the nearest whole number.

e A0
e B.1

Answer: A

NEW QUESTION # 317

A company generates operating profit of $17.2 million, and incurs finance costs of $5.7 million.

It plans to increase interest cover to a multiple of 5-to-1 by raising finds from shareholders to repay some existing debt. The pre-tax
cost of debt is fixed at 5%, and the refinancing will not affect this.

Assuming no change in operating profit, what amount must be raised from shareholders?

Give your answer in $ millions to the nearest one decimal place.

Answer:

Explanation:
$?
45.2

NEW QUESTION # 318

The primary objective of a public sector entity is to ensure value for money is generated.

Value for money is defined as performing an activity so as to simultaneously achieve economy, efficiency and effectiveness
Efficiency is defined as:

A. spending finds so as to achieve the objectives of the entity.
B. obtaining quality inputs at minimum cost.

C. obtaining maximum output from minimum nputs

D. performing activities in the least amount of time possible

Answer: D

NEW QUESTION # 319

Company B is an all equity financed company with a cost of equity of 10%.

It is considering issuing bonds in order to achieve a gearing level of 20% debt and 80% equity.

These bonds will pay a coupon rate of 5% and have an interest yield of 6%.

Company B pays corporate tax at the rate of 25%.

According to Modigliani and Miller's theory of capital structure with tax, what will be Company B's new cost of equity?
A)

B)

®)

D)
e A OptionD
¢ B. Option B
e C.OptionC
e D. Option A



Answer: B

NEW QUESTION # 320
Two companies that operate in the same industry have different Price/Earnings (P/E) ratios as follows:

Which of'the following is the most likely explanation of the different P/E ratios?

A. Company B has a greater profit this year than Company A.

B. Company B has higher expected future growth than Company A.
C. Company B has higher gearing than Company A.

D. Company B has higher business risk than Company A.

Answer: B

Explanation:

A higher P/E ratio usually reflects higher expected future growth and/or lower perceived risk. Among the options, only higher
expected growth explains why Company B's P/E (15) is greater than Company A's (8).

Higher risk or higher gearing would normally reduce the P/E, not increase it, and current profit level alone doesn't determine the

multiple.

NEW QUESTION # 321
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